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Summary 
This is a nice investment to look at with a good business model, growth ahead and positive 

structural trends. I discuss here Jiangsu Express way in detail which will be the benchmark 

for other investments. Those looking for a 10% to 15% return and a dividend payer could 

consider this a buy. 

Investing in Chinese Toll Roads 
Isn’t an emerging market toll road a great business to invest in? It has a huge moat as nobody 

is going to build another road next to it and the number of cars per 1000 people and the 

number of traveled miles is still increasing at double digits per year, add inflation and what 

do you want more? On top of it, some stocks are back to August 2015 and January 2016 

levels which were amazing buying opportunities. 
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I have a very good friend who has sold more than a dozen companies in his life, he has set up 

his own hedge fund to have someone manage that money because he hates banks and how 

those banks skim people with various fees, especially if you have dozens of millions. So, my 

friend likes to invest in niche companies, companies with big moats, companies that you can 

buy and almost forget until those are overpriced and there is a better investment opportunity.  

A sector he pointed towards that might be interesting for YouTube viewers and my research 

platform is Chinese toll roads. 

A toll road is really a stable investment, probably a growth one in most geographies, 

especially emerging markets, prices are raised alongside inflation and the profits are easy to 

calculate and distribute. Further, nobody is going to build a road to compete with you. 

So, let’s dig into the sector, I’ll share my analysis, and give a list of potential investments to 

moat up your portfolio. Chinese stocks are in a bear market so some fall more, some less, 

usually there are some irrationalities one can take advantage of. 

TOPICS COVERED TODAY: 

- Analysis of the sector (Chinese toll roads) 

- Chinese toll road stock list 

- Jiangsu Express way analysis – PV, EARNINGS, DEEP DIVE 

- RISKS OF INVESTING 

- Conclusion on INVESTING IN TOLL ROADS CHINA 
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Chinese Toll Roads 
China has more than 70 percent of the world’s toll roads, they suffer a loss every year, but 

don’t confuse accounting profits and cash flows. Capital intensive investments have high 

depreciation rates which are not a cash cost, just compensation for the initial investment that 

lowers taxes. Therefore, we have to look at cash flows there. 

Toll roads make up less than 4 percent of China’s road network, which stretches 4.5 million 

km (2.8 million miles). 

On a macro level, things seem simple, the number of cars has been increasing in China, will 

probably increase a bit more and people will probably drive more. 

China has 154 (2016) motor vehicles per 1000, Japan 591 and the US 910, Europe 468. 

Higher population density will not lead to those numbers fast but we can expect growth from 

more cars and more driving. Car ownership growth depends on the region but between 5% 

and 15% should be estimated over the next 5 years and let’s put 5% afterwards. 

 

Source: Carnegie 

So, plenty of room to grow there. 

Chinese Toll Road Stocks 
These are some of the potential investment in Chinese toll road stocks. 

Jiangsu Expressway (OTCPK:JEXYY) - $24.2 

Zhejiang Expressway (OTCPK:ZHEXY) – no data 

Sichuan Expressway (OTCPK:SEXHF) - $0.33 

Anhui Expressway (OTCPK:AUHEF) - $0.79 

Shenzhen Expressway (OTC:SHZNF) - $0.87 

https://www.theepochtimes.com/what-chinas-highway-robbery-style-toll-roads-say-about-its-economy_2178907.html
https://en.wikipedia.org/wiki/List_of_countries_by_vehicles_per_capita
https://carnegieendowment.org/2012/07/23/in-search-of-global-middle-class-new-index-pub-48908
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HUAYU Expressway (HKG: 1823) – 0.70 HKD 

China Communications Construction Co. Ltd. (HKG: 1800) – 8.32 HKD 

RKE International Holdings Limited (subsidiary of RKI, (HK: 1098) – 14.14 HKD)  a Hong 

Kong listed property development and infrastructure conglomerate) Private Equity Firm CVC 

Invests $255M In Chinese Toll Road Operator RKE. 

Guangdong expressway (Shenzen: 200429, HK yes but???_ 

Yuexiu Transport Infrastructure Ltd HKG 1052 HK$ 5.88 

Do not worry about the low prices of the ADR stocks – stocks in Asia have much lower 

prices and if the ADRs are not adjusted, you get lower prices but we are not talking about 

penny stocks here. Also, some of the stocks above have been around for quite a while that 

gives a higher degree of confidence when investing. 

Let’s take a look at Jiangsu Expressway which is the one I will use for further comparison. 

Jiangsu Expressway stock analysis 
Jiangsu Expressway (OTCPK:JEXYY - $24.2, HKG: 0177 – HK$9.53) 

The Company established the Level I American Depositary Receipt Program which became 

effective from 23 December 2002, trading in the over-the-counter market in the United States 

of America. As at 31 December 2017, the total share capital of the Company comprised 

5,037,747,500 shares with a par value of RMB1 each. 

The stock price recently fell to levels seen only in January 2016 and August 2015 when the 

sentiment was all doom and gloom for China. Those were perfect buying opportunities, let’s 

see if this dip is also a buying opportunity. 

https://www.chinamoneynetwork.com/2018/08/03/private-equity-firm-cvc-invests-255m-in-chinese-toll-road-operator-rke
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A look at their numbers will give us a fair indication of what kind of business we are talking 

about. 

Fundamentals 

 

Source: Morningstar 

https://www.morningstar.com/stocks/pinx/jexyy/quote.html


Stock Market Research Platform by Sven Carlin 08 August 2018 

6 

 

So, revenues doubled in the last 10 years (1), great business. Gross margins (2) are 50% that 

leads to a high operating income (3). Deduct all the interest costs, depreciation, taxes and you 

get to a net profit margin (4) of around 36% which is very high, talking about a good 

business.  

This leads to earnings per share of (5) 14.79 (all numbers Renminbi) where 56% (7) of that is 

pay out as dividends (6). Note that the book value (8) has been constantly rising and that the 

dividend payout ratio has declined as they made a big investment last year of 7 billion 

renminbi (9) that led to negative free cash flow (10) of 2.4 billion which is usually extremely 

positive and approaching 5 billion. The free cash flow is the factor to watch as depreciation, 

or in this case amortization but more about that later, is high when you have to invest in 

building a toll road. Cash flows are usually significantly higher than earnings. So, let’s see at 

what valuation is this great business trading. 

 

Source: Morningstar 

The price to earnings ratio is 11.45, lower next year as there is growth in China, the price to 

book is a bit higher but don’t forget about the high depreciation rates that skews the net 

income. 

The value of the company lies in its tool roads and there are many. Some are owned 100% 

some are just equity stakes. 

https://www.morningstar.com/stocks/pinx/jexyy/quote.html
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Source: Jiangsu 

The big investment you have seen on the books is related to the Wufengshan Toll Bridge and 

North-South Approach Expressway projects (64%), Zhendan Expressway project (70%) and 

Changyi Expressway project. In addition, Guangjing Xicheng Company, a subsidiary of the 

Company, invested in the new construction project of Yichang Expressway projects that are 

expected to be finished by 2020 for a total consideration of RMB8,909 million, of which 40% 

is to be funded by capital and 60% is to be funded by bank loan. This should allow the 

company to grow in the future. 

 

2018 CAPEX will be similar to 2017 levels. 

http://www.jsexpressway.com/html/en/html/2017/periodic_report_0504/87.html
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Another growth component is the higher number of cars. 

 

The revenue contributors are clearly explained in their annual report where the biggest one is 

the Shanghai – Nanjing expressway that contributes to 51% of revenue. 
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Jiangsu Expressway company risks 
We have to keep in mind that this is a state-owned company so not everything they do will be 

logical from a straightforward economic perspective and therefore this has to be accounted 

for. 

Ancillary business is something I don’t like: 
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Additionally, they are also building real estate which makes this a complex case. This is 

where the 2 billion in inventory on the balance sheet comes from real estate development 

investments. 

Further, they invest in wealth management products with interest rates of around 3% while 

their short term loans have interest rates of around 4%. 

 

They do that with 2.3 billion. While their short term loans have higher rates: 
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Jiangsu shareholder risk 
BlackRock, JPMorgan are also invested and own 4% of the company. This for me represents 

a huge risk but also an opportunity for when the time comes. If BlackRock has to dispose of 

the stock due to increased pressure on funds withdrawals from their ETF or index funds, this 

tanks like a rock due to the shallowness of such a stock and emerging markets in general. 
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That is the opportunity for those who are patient and follow what is going on around the 

world. We have seen the dips in August of 2015 and January of 2016 and now as money is 

fleeing emerging markets and China especially due to trade war fears. 

MAIN CONCERN – Concessions on toll roads expire 
I have gone through the complete annual report and they don’t disclose the concession 

periods per owned road. From the amortization numbers I can estimate what is the average 

concession period remaining on the used roads. 



Stock Market Research Platform by Sven Carlin 08 August 2018 

13 

 

 

From the above and amortization of 1.12 billion on an initial book value of 30 billion we can 

deduct that the concessions last on average 26 years. As 64% of the intangible value has not 

yet been amortized, the average concession period left is 16 years. 

To dig deeper and check whether the calculations are correct we have to check the segment 

reporting per expressway on page 259 of the Annual Report. The Shanghai-Nanjing 

expressway has seen amortization of 600 million renminbi on prior year assets of 12 billion. 

19 years exactly left on the biggest revenue contributor which is good. I will use 16 years as 

an average for my calculations to stay a bit conservative even if the latter years don’t 

influence much the present value. 

Growth projects estimations 
The key is also what will be the profits on the new projects. I estimate the growth project 

investments currently planned to be around 16 billion that include Wufengshan Toll Bridge 

64%, North-South Approach Expressway, Zhendan Expressway project 70%, Changyi 

Expressway project, Yichang Expressway. As the company owns about 67% of that on 

average we get to 10.72 billion. Given the average financing of 60% debt, 40% equity, let’s 

say that the invested capital will be 5 billion and given the average ROE of 16%, if kept, we 

can expect 800 million in net profit from those companies in the future (back of a napkin 

calculation – didn’t find exact calculations and NPV for the projects in the annual report) 
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This will probably be there fore 25 years and also growing at 5% per year. Let’s put this into 

an earnings model. 

Jiangsu stock valuation 
As always I use a 15% discount rate as that is my required rate of return, I assume 5% growth 

from traffic growth, inflation etc. I also assume a 16% ROE on the investments and a 16 year 

average concession on current operating assets. (model to be downloaded in excel) 

 

Adding the growth assets leads to a higher present value. 

 

So, the present value is a nice 13.6 while the stock price is 8.67. However, let’s add the risks. 
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I haven’t added the potentially stupid investments these guys can make like the once they are 

doing but you get the point.  

Conclusion 
I would love to find such a business with unlimited assets, then we are talking something, as 

they say in Italy, chi cerca trova, I am sure I’ll find something like that. However, this all 

doesn’t mean this is a bad investment, it only means this can get cheaper and there could be a 

higher return with a margin of safety. Triggers can be a general debt scare in China, put two 

Bloomberg articles and there you go, and all the other things that can hit such a stock.  

I must say I like the business model so I will compare this to all the other investment 

opportunities but also look at airports and all other investments in China. Check my STOCK 

MARKET RESEARCH PLATFORM for more similar analyses. My next step is to analyse 

all the other stocks on the toll road list, perhaps I find something better and cheaper out there 

as JPMorgan also prefers another stock while my hedge fund friend a thing one. Best to have 

all the earnings models and you know well then. However, this will also give a good balance 

to my only growth two investments in the Chinese portfolio for now. 

The bridge almost built: 

https://www.youtube.com/watch?v=49rn7U_wLR8 

 

https://sven-carlin-research-platform.teachable.com/p/stock-market-research-platform
https://sven-carlin-research-platform.teachable.com/p/stock-market-research-platform
https://www.youtube.com/watch?v=49rn7U_wLR8

